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SUMMARY 


Growth returned to the economy of the ROC in the second quarter of 1975 
when, according to preliminary figures, the GNP increased 5.1% in real 
terms over the first quarter. This reversed the trend which had begun 

in the second quarter of 1974. The industrial production index began going 
up in March 1975 and by June had reached the highest level since December 
1973, with the textile and lumber industries picking up the quickest. 

As a result of reduced economic activity abroad, demands for ROC products 
decreased in the first half of 1975, as did ROC requirements for materials 
to feed its factories. Total trade thus declined by almost 17%, on a 
customs basis, for the first seven months of the year, compared to the 

same period of 1974, to US$6.1 billion, but at the same time the trade 
deficit declined even more, by 56% to US$327 million (versus US$586 million). 


Price movements during the first half of 1975 were mixed, with wholesale 
prices down and consumer prices up compared to the previous year. The 
price performance in July was discouraging as wholesale prices increased 
1% and consumer prices 2.25% over June. On an annual basis the increases 
would be 12% and 27% respectively. There is further reason to be con- 
cerned about impending inflation as there has been a very high rate of 
growth in the money supply (23.6% in June over June 1974) accompanied by 
still sluggish growth in the production of goods. While formal approvals 
of foreign investment applications were down almost 50% by value from 
January through July, several important investment projects are in the 
planning stage, especially in the petrochemical field, which could be of 
great significance to the ROC. The private international banks are par- 
ticipating very actively in these plans. 


Government planners expect the economy to grow about 2.5% in real terms in 
1975, an estimate which at this time seems reasonable and perhaps slightly 
conservative. The trade deficit for the year is expected to be at least 
$200 million, and unemployment may rise to 4.3% or higher. The major 
question facing policy makers is whether the gradually expanding export 
demand will continue and whether and how soon to remove some of the stimu- 
lating and sustaining measures introduced late in 1974, and still in 
effect, because they may now be causing inflationary pressures. 


The resurgence of the ROC economy should provide a stimulus for imports 

of US raw materials, industrial supplies, and equipment and apparatus. 

As government planners attempt to move the ROC economy to an increasingly 
capital intensive, high technology base, new opportunities for automated 
equipment and labor saving systems and devices should appear in a wide 
spectrum of industrial fields. The ROC's effort to decrease its dependence 
on Japanese imports should also make it easier for US firms to expand 
their share of the market. 





a Des 
KEY ECONOMIC INDICATORS 


All values in miilion US$ unless otherwise specified; 
Exchange rate as of August 31, 1975: US$1.00 = 38,00 


u 2/ 
A B Cc D E 
z% Rt of 
Item 1973 1974 1975 Change Growth 
Income, Production, Employment 
GNP at Current Prices(6/30) 10,226 14,121* 6,882* -1.6 21.0 
GNP at Constant 1971 Prices (6/30) 8,621 8,675* 4,234* -3.6 3.0 
Per Capita GNP Current Prices (US$) (6/30) 659 895* 430* -3.5 18.8 
Fixed Capital Investment (6/30) 2,672 4,080* 1,968* 9.2 32.5 
Indices: (Base Year) = 100 
Industrial Production (1971) (6/30) 144.2 142.1 139.5* -6.4 3.8 
Agricultural Production (1971) (12/31) 107.4 108.3 na. n.a. 2.9 
Avg.Labor Productivity (2nds'72) (5/31) 103.62 108.59 116.72 6.4 4.7 
Avg.Manuf.Wage Rate (1971) (5/31) 132.25 192.61 209.24 13.9 27.3 
Employment (1,000 persons) (6/30) 5,222 5,301 5,230* -0.9 2.6 
Average Rate Unemployment (%) (6/30) 3.4%* 5.0%* 5.0** 
Money and Prices 
Money Supply (6/30) 2,130 2,279 2,648 23.7 25.9 
Public Debts Outstanding (6/30)3/ 256 204 176 13.4 = -11.0 
External Debts incl. Undisbursed (6/30) 1,850** 2,555** 2,522** 6.3 18.9 
External Debt Service Ratio (3/31) 5.6 4.5 7.7. nea. n.a. 
Interest Rate (Comm'l Prime) (2%) (6/30) 13.25 14.75 13.25 -19.7 3<1 
Indices (Base Year) = 100 
Urban Consumer Prices (1971) (6/30) 111.42 164.31 170.96 7.4 21.0 
Wholesale Prices (1971) (6/30) 128.34 180.41 170.59 -7.8 18.5 


Balance of Trade and Payments 
Gold & Foreign Exchange Regerves (6/30)4/ 1,878 1,853 1,948 20.0 15.8 


Neae n.a. 
Bajance of Faygente {7(31)- 691 -1,327 -327* aca. nea. 
Exports (7/31) 4,483 5,637 2,906*  -14.4 20.5 
U.S. Share (7/31) 1,679 2,037 926* -23.1 10.8 
Imports (7/31) 3,792 6, 966 3,233*  -18.8 38.6 
U.S. Share (7/31) 953 1,680 950* -6.4 48.4 


Main imports from U.S. (4 mos. 1975) (US$ Million): Farming Products, 171; Machinery, 
110; Electrical & Electronic Equip. & Supplies, 59; Iron & Steel, 34; Transportation 
Equipment, 28; Textile Materials, 22; Misc. Food Proparations, 11; Metelware, 10. 


Footnotes: 


V/ 


2/ 
3/ 
4/ 


5/ 


C/same cumulative portion of B. All calculations on basis of prevailing 
exchange rate US$1.00=NT$38 except for gold & foreign reserves see 4/ 
below. 

Arithmetic average growth rate for period indicated (full year 1973, 1974 
and partial 1975 where partial data is available). 

Includes Central Government bonds only. 

Originally expressed in NT$ and converted at foreign exchange rate prevail- 
ing at each time period indicated. Same rule applies to trade data. 
Denoting overall balance of payments. 


* Official preliminary ** Unofficial estimate 
n.a@. = not attempted or not available 
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CURRENT ECONOMIC SITUATION AND TRENDS 





Gradual Recovery Has Begun 


Growth returned to the economy of the ROC during the second 
quarter of 1975. Preliminary figures on real GNP prepared by 
the Directorate General of Budget, Accounts and Statistics 
(DGBAS) show that the economy was still in recession during 

the first quarter, when total production in real terms was 

1.31% below that of the last quarter of 1974. However, suf- 
fident expansion occurred in the second quarter to reverse the 
trend substantially. Total production registered a 5.1% increase 
over the first quarter. Total production in the first half of 
the year, however, was still 0.33% below the second half of 1974, 
and 3.64% below the first half of 1974. 


Beginning in the last quarter of 1974,the ROC government took 
various measures to sustain the export sector, which was suffer- 
ing from severe shrinkage of foreign demand, and to stimulate 
domestic demand. Most of these measures were included in 
special programs announced November 14 and December 10. Interest 
rates had been reduced gradually, from very high levels intro- 
duced in the Economic Stabilization Program (ESP) of January 27, 
1974, in five gradual steps beginning in September, 1974 and 
extending to April, 1975. The essence of these measures was 
among other things, to help keep production costs low and to 
assist export firms until foreign orders resumed. Most of these 
measures are still in effect. It now appears that the Govern- 
ment efforts were successful, as a major bankrupty crisis has 
been avoided and the economy is once again picking up. 


Looked at in detail, the change in direction appears to have 
occurred in March, at least for the industrial sector, when the 
production index jumped to 140.3 (1971=100) from 109.7 in 
February. This indicator has continued to rise steadily since 
then and by June it reached 156.4, the highest level since 
December 1973. The index for manufacturing, the largest com- 
ponent of the industrial sector, stood at 154.9 at the end of 
June, 3.8% above May and 5.4% above June of the previous year. 
Recovery has taken place the quickest in the light industry 
sub-category, with the index for June 28% above that of June 
1974. Textiles experienced the strongest growth, reaching 

an index 38% above the previous year. The average for the 
first half of 1975 was 18.7% above the first half of 1974. 


Lumber (mostly plywood) gained rapidly in the last two months 
and reached 109.6 in June. Growth in the sub-category of 

heavy industry, on the other hand, has been much slower, with 
the index increasing 5.2% in June over May, but still 4.7% 
below the previous June. All industries in this sub-category 
showed monthly increases in June over May, but paper and pulp, 
chemicals and petroleum also showed increases over the previous 
year. The recovery in electronics, however, was just beginning, 
and the average index for the first half of 1975 was 34% below 
the average for the same period of 1974. The construction boom, 
which really began in the second half of 1974 when the ban on 
buildings above 4 stories was lifted, has continued and the 


index in June reached 245.5, almost 50% above the level of 
the previous June. 


Total employment picked up as the factories had to call back 
workers to fill new orders, and the employment index reversed 
direction from the steady downward movement, which started in 
May 1974, to show an increase beginning in April this year. 

Some factories, especially in the electronics field, but also 

in textiles, are now once again having trouble finding employees. 
Some furloughed employees simply have not responded to calls to 
return to work. Apparently some of the young girls who returned 
to the farm when they were laid off a few months earlier dis- 
covered that life wasn't so bad there compared to work in a 
factory, and the farm family income was sufficient to support 
them as prices for agricultural products had been increasing. 


Trade Approaches a Balance 


Whereas 1974 had seen a 52% growth in the ROC's total trade 
compared with 1973, with a simultaneous conversion of the trade 
pattern from a sizeable surplus in 1973 to a sizeable deficit 
in 1974 ($1.3 billion on a customs basis*), the first seven 
months of 1975 saw a substantial reduction in trade as a result 
of the world-wide economic recession. As demand and production 
decreased in the major industrialized countries of the world, 
their demand for Taiwan's goods decreased, and Taiwan's need 
for raw materials to feed its factories decreased. 


As the total volume of trade diminished from January through 
July, down 16.8% to $6,138.6 million from $7,377.6 for the 
same period of 1974, the cumulative trade deficit also shrank, 
falling 56% to US$327.2 million at the end of July compared to 


* all figures in this report in US dollars 








US$585.8 million a year ago. By May there was actually a slight 
trade surplus of $18 million on a monthly basis, followed by 

a small deficit of only $3 million in June. Imports for the 
period fell off more rapidly than exports with the former 
declining 18.8% and the latter 14.4% below the same cumulative 
seven month period of 1974. However, import prices increased 
27.1% in the first half of the year while export prices went up 
only 19.8%. As a result, the terms of trade for the ROC dropped 
to 82.9 (1971=100) from 89.7 in the first half of 1974. 


For the first seven months as a whole, exports of both textiles 
and electrical and electronic products, by far the two largest 
exports, were below the 1974 level, by 17.7% and 36.4%, re- 
spectively, However, in the second quarter textile exports 
began to increase steadily on a monthly basis, and the export 

of electronic products began increasing in May. These data 
parallel the increased production in these sectors in the second 
quarter and show the direct connection between these two indus- 
tries and the world market for their products. Sugar jumped 
from a 4.3% share of total ROC exports in the first seven months 
of 1974 to 8.1% in 1975, mostly due to higher prices, 


Inflation--Not Serious but Threatening 


The remarkable price stability achieved by the ROC through the 
ESP of January 1974 became frayed at the edges as the anniversary 
passed. While wholesale prices are still below 1974 levels-- 
the average for the first half of the year was 7.8% below the 
average for-the first half of 1974--consumer prices had never 
responded quite as well to the ESP, and on the same comparative 
basis were 7.4% higher on the average from January to June 1975. 
On a monthly basis, wholesale prices were up almost 1% and 
consumer prices 2.25% in June. These would result in annual 
rates of 12% and 27%, respectively, Wages were also relatively 
stable following the ESP, but began to increase, especially 

in the Chinese New Year period: (January and February) and by 
May stood at an index level of 212.4 (1971=#100), 11.9% over 

May, 1974 and 10.3% over the 1974 average. 


At the same time the money supply has begun to grow at an 
alarming rate, up 8.4% in June over May, and 23.6% over June 

of 1974. The three strongest expansionary factors were increased 
loans to government enterprises (up $237.6 million or 19% from 
the end of 1974), loans to the private sector (up $116.4 million 


net increase in time and savings deposits, or 8.7%), and a 

net increase in foreign assets of the banking system (up $94.7 
million or 5.1%). Involvement of government enterprises in 

most of the 10 major projects required them to obtain sbstantial 
funding from the banking sector. The industrial and commercial 
components of the private sector, especially in the second quarter, 
were gaining confidence as more orders were received, and they 
also called on the banking system for additional resources, The 
confidence of the entrepreneurs seemed to be complemented by the 
banks, which appear to feel secure in increasing their loans and 


at the same time were happy to be able to apply unused resources 
to profitable ends. 


The current situation is fertile ground for the growth of infla- 
tionary pressures. Domestic conditions are worrisome since the 
present high rate of growth of the money supply (about 20% 
annually) is accompanied by sluggish growth in the production of 
goods. In the past decade such growth of the money supply was 
matched by a very high growth rate in the economy, 10% on the 
average from 1964 through 1973, and prices rose only two or 
three percent a year. On top of this divergence of domestic 
patterns must be added cost significant external developments, 
such as the possibility of an oil price increase and the 

recent upturn of some commodity prices. One important event 
which can have the opposite effect, however, is the possibility 
of further gradual appreciation of the U.S. dollar, to which 

the New Taiwan dollar is tied, which would tend to reduce the 
bill for Japanese equipment and supplies and Arabian crude oil. 


Foreign Investment-Prospects Improving 


Foreign investment approvals for the first seven months of the 
year totaled $53.6 million, 49% below the same period of 1974. 
However, approvals of investment proposals from US sources were 
running against the general trend, increasing by 8.4% to $17.1 
million ($15.8 million in 1974). The ROC Government, quite 
naturally, attributes the decrease in approvals to worldwide 
conditions more than to any changes in the ROC's economic 

or political situation. 


In the meantime, there are several projects in the planning stage, 
especially in the petrochemical field, which would be of major 
importance to the country if brought to completion and could dwarf 
most of the foreign investment projects presently on the books. 
These plans are being made in advance of any commercially.exploi- 
table finds of oil or gas, which could of course bring in much 








more foreign investment. Furthermore, those investors already 
present in the country seemed to be satisfied with their situation 
and are considering expansion. As the manager of one of the 
largest US subsidiaries in the ROC pointed out, the investment 
climate in the ROC has not just remained good, but has improved 
relatively, as conditions in Southeast Asia have deteriorated. 


The private international banks are standing fully behind this 
spate of interest in the ROC and within the last three months 
Have placed four loans of over $5 million each for 6 to 6% years. 
Much larger syndicated loans are in preparation. There are also 
reports that substantial amounts of petrodollars may soon become 
available to the country ona long-term basis. 


Continued high interest in the economy of the ROC on the part 
of large foreign investors is due to the presence of the same 
char acteristics that had been attractive in the past: low 
labor dosts essentially without labor problems; a well managed 
and stable economy; and good investment incentives reasonably 
and efficiently implemented. Additional incentives are being 
considered, including the possibility of accelerated repatri- 
ation of capital. Special attention is being given to the 
fields of electronics and petrochemicals. In order to be able 
to keep its consumer electronics assembly plants up-to-date 
and competitive, the government is itself planning to purchase, 
on a pilot plant basis, the most advanced technology in the 
production of integrated circuits. It is also pushing the 
private sector to begin production of color TV tubes. The ROC 
thus hopes to be ready for the transition to touch tuning and 
greater consumer preference for color TV. In petrochemicals, 
the government is interested in producing a higher percentage 
of intermediate products to feed its plants manufacturing 
consumer items. 


Prospects for the Year--Good, but with Reservations 


In June the Economic Planning Council issued its Annual Plan 

for 1975, which was based on data for the first quarter of the 
year only. Even on that basis, the EPC was projecting a GNP 
growth in real terms for the full year of 3.3%, although it 
became known that the actual expectation was for growth of about 
2.7%. Events since then, described in the first part of this 
report, seem to make this prediction believable, if not slightly 


conservative. Moderate optimism for the third quarter was 
exhibited by respondents to the quarterly EPC survey of manu- 
facturers, in which entrepreneurs in the chemical, textiles and 
machinery and electrical sectors in particular, projected 
production increases between 9% and 15% for the period. Those 
in food processing and basic metals sectors tended to be 

less optimistic. 


In the Plan for 1975, the EPC also projected a trade deficit of 
about $200 million. This projection, however, seems optimistic, 
since the deficit at the end of seven months was already $327 
million. At a time when factories are placing orders abroad again 
for materials because of the renewed activity, it is too much to 
expect exports to continue to be strong enough to produce a 
trade surplus for the rest of the year to recoup some of the 
already existing deficit. The same Plan also anticipates an 
increase in unemployment from 2.7% in 1974 to 4.3% at the end 

of 1975, the reason being that the sluggish growth of economic 
activity will be sufficient to absorb only about 30,000 of the 
additional 122,000 people coming into the labor market. (The 
Embassy estimates a higher unemployment rate, about 5% at the 
end of 1975). 


There are clouds on the horizon, and the government and business- 
men are trying to read the signs. The inflationary threat has 
already been mentioned. Another imponderable is the extent 

to which the resumed demand from abroad for ROC products will 
hold up and expand. On this subject there are many interpretations, 
depending mostly on the observer's view of the prospects for 

the economies of the US and Japan. Certainly there is a 
significant body of opinion at the high levels of government and 
business in Taiwan that believes the predictions of recovery in 
the US are too optimistic, and a very slow return to expansion 

is the best that can be expected. 


Under these circumstances, government policies will probably 
remain focused on mild stimulation. Interest rates will proba- 
bly not be further reduced at present, but on the other hand 
restraints on the money supply will not be initiated. These 
policies are probably appropriate since the small size of the 
typical ROC enterprise means under capitalization and a 
problem of attaining liquidity. Many of the ROC exporters are 
active again because they have been willing to offer prices 


with almost no profit margin, just to get started. Most 
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analysts agree that export demand is not yet strong enough to 
permit removal of the special props of the export sector intro- 
duced in the past year. Since it is the low cost nature of 

ROC industry that has enabled it to bounce back quickly from 
recession, the government does not want to do anything that 
would reduce that competitive advantage. 


IMPLICATIONS FOR U.S. TRADE- 


The resurgence of the ROC economy after its 1974 slump should 
provide a stimulus for imports of U.S. raw materials, industrial 
supplies, and electrical and non-electrical equipment and 
apparatus. As government planners attempt to move the ROC 
economy to an increasingly capital-intensive, high-technology 
base, new opportunities for automated equipment and labor saving 
systems and devices should appear in a wide spectrum of industrial 
fields. The ten major infrastructure projects are all either 
under construction or will be by the end of 1975. The projects 
--6 of them in the transportation field, and others in petro- 
chemicals, power installations, a steel mill, a shipyard and 

an airport--have and continue to provide good sales prospects 
for U.S. manufacturers. Perhaps more importantly for U.S. 
export prospects, these projects will provide a stronger base 
for the emergence of the ROC as a developed industrialized 
country and a resulting demand for sophisticated equipment in 
which the United States predominates. In an effort to decrease 
its dependence on Japanese imports, the ROC Government is 
actively seeking to diversify its sources of supply to the 
United States and Western Europe, which makes it easier for 

US firms to compete with the Japanese, who have had the natural 
advantages of physical proximity and long-established business 
relations. 


Recent Trends in U.S.-ROC Trade 


Whereas total ROC imports for the first seven months of the 
year were down 18.8%, according to ROC customs figures, imports 
from the U.S. were down only 6.4%, Total imports from the 
United States for the period were US$950 million, indicating 
that for the year as a whole the total should exceed the record 
$1,682 million registered in 1974. Agricultural products, 
however, have accounted for a significant part of recent growth, 


«lie 


although industrial products are expected to show growing 
strength during the remainder of the year. Based on data for 
the first quarter only, the leading categories of U.S. exports 
to the ROC continue to be, after agricultural products (27%), 
non-electrical machinery (18%), electrical machinery and 
apparatus (10.7%), iron and steel (6.4%), transportation 
equipment (5.5%), organic and inorganic compounds (6.4%) and 
chemical materials (3.2%). 


ROC exports to the U.S., on the other hand, have suffered more 
sharply from the U.S. recession and are well below 1974 levels, 
totalling $926 million for the lst quarter, and turning a trade 
surplus which they have enjoyed in recent years in bilateral 
U.S./ROC trade into a deficit. As the U.S. economy picks up, 
this trend should be modified. Major categories of ROC exports 
to the United States in the first quarter are textile products 
(26%), electrical machinery and apparatus (16.7%) and plastic 
articles (10.9%). Sugar and canned products account for 
approximately 14.2%. 


Current Sales Prospects 


Recent trade shows at the U.S. Trade Center in Taipei demonstrate 
the excellent sales potential of U.S. products in several major 
product categories. 


In the qutomated business equipment field, the August show record- 
ed strong ROC interest in mini-computers, calculators, computeriz- 
ed cash register systems and word processing machines. In the 
copying and printing area, photo copiers, microfilm equipment and 
offset equipment sold well. During the plastics production equip- 
ment show sales were brisk in vacuum forming and trimming equipment, 
ultrasonic plastic welders, extrusion equipment, hot tip bushing 
temperature controls, and plastic pipe and belling machines. 


In maritime equipment, shipboard equipment such as shipboard 
instrumentation, navigation equipment, refrigeration equipment, 

and marine engines attracted numerous buyers. In harbor development, 
dredging equipment, oil herders, and spill collection systems were 
popular. Interest was also evident in port cargo handling systems. 


Market research studies recently completed indicate excellent 
salesprospects in building and construction machinery and supplies 
--excavating, leveling and boring equipment, road rolling machinery, 
lifting and loading equipment and concrete mining and batching 


equipment. Materials such as precast concrete panels, precast 





concrete roof decks, exterior wall systems, and plumbing systems 
also show good potential. 


In woodworking equipment, hydraulic presses for working wood, 
automatic lathes, high capacity sanding machines, high capacity 
slicing machines, finishing equipment, pneumatic drilling machines, 
and nailers should have a good market. 


Research now being completed shows exceptional sales possibilities 


for electronic components, and component production and testing 
equipment. 
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